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FOUR  STAGE  PLAN  NEEDED  TO  ADDRESS  LONG-RANGE  REVENUE  IMBALANCES 


On  August  2,  1984,  the  Bureau  projected  that  Boston  faces  a $35  to  $55  million  gap  between 
expenditures  and  revenues  this  fiscal  year.  Next  year  the  shortfall  problem  could  be  even 
more  severe  as  less  one-time  revenues  and  state  aid  increases  may  be  available.  In  order  to 
gain  control  of  the  City's  fiscal  situation,  the  Flynn  Administration  should  address  Boston's 
long  term  structural  problem  with  a four-step  financial  plan  that  would;  (1)  identify  the 
scope  of  the  problem,  (2)  implement  cost  containment  and  expenditure  reduction  measures,  (3) 
increase  own-source  revenues  under  the  City's  authority  and  (4)  develop  a comprehensive 
multi-year  program  of  State  actions  to  provide  financial  assistance  through  increased  local 
aid,  assumption  of  services  now  supported  by  the  City  and  authorization  of  new  local 
revenues.  This  report  focuses  primarily  on  a discussion  of  Boston's  general  revenues  and  the 
first  three  steps  of  the  above  plan. 


Cost  Containment 


Although  the  City  has  taken  some  cost  containment  actions,  the  Flynn  Administration  has 
yet  to  present  its  estimates  of  the  shortfall  problems  in  fiscal  1985  and  fiscal  1986. 

Specific  shortfall  estimates  are  necessary  to  guide  the  formulation  of  a comprehensive  program 
of  City-help  and  State-help  measures  to  address  the  City's  real  need.  The  Mayor's  budget  for 
fiscal  1985,  as  approved  by  the  City  Council,  represents  an  attempt  to  control  costs  by 
limiting  the  departments'  spending  authorizations.  The  city  departmental  appropriation, 
excluding  County  and  Schools,  is  $420.7  million,  an  increase  of  $9.7  million  or  2.3%  over  last 
year.  Of  the  73  budget  accounts,  70%  received  either  level  or  decreased  funding,  forcing 
departments  to  absorb  inflationary  and  salary  increases.  As  better  financial  information 
indicated  a worsening  of  the  shortfall  problem,  the  Mayor  directed  each  department  to  hold  4% 
of  its  personnel  service  budget  in  reserve.  Further,  the  Mayor  ordered  48  departments  to  cut 
an  additional  5%  for  a total  of  $4.7  million.  However,  this  directive  excluded  the  major  line 
departments  of  Police,  Fire,  Hospital,  Public  Works  and  Parks  and  Recreation  which  represent 
68%  of  total  departmental  operations.  The  5%  cut  will  have  no  effect  on  the  shortfall  unless 
it  is  formalized  by  actually  rescinding  each  department's  appropriation  by  that  amount. 

General  Fund  Revenues 

Local  revenues  collected  by  the  City  made  up  about  65%  of  all  funds  supporting  Boston's 
general  operations  last  year.  The  City's  dominant  own-source  revenue  is  the  property  tax 
which  in  fiscal  1984  represented  34.1%  of  actual  receipts.  City  departmental  receipts 
constituted  the  second  largest  category  of  own-source  revenues  or  22%  of  total  general 
revenues  while  the  motor  vehicle  excise  tax  represented  0.9%  of  the  total.  The  only  non-local 
revenues  supporting  general  operations  are  state  aid  and  federal  revenue  sharing.  A summary 
of  Boston's  general  fund  revenues  is  found  in  the  table  on  page  two. 

Most  of  Boston's  general  revenues  are  subject  to  limits  beyond  the  City's  control. 
Proposition  21/2  regulates  increases  in  the  property  tax.  State  aid  and  federal  revenue 
sharing  allocations  are  generally  based  on  predetermined  distribution  or  entitlement 
formulas.  The  motor  vehicle  excise  tax  is  based  on  a fixed,  state-determined  tax  formula. 
While  departmental  receipts  are  not  absent  from  controls,  Boston  can  take  some  steps  in  this 
area  to  increase  receipts  without  the  approval  of  authorities  outside  City  Hall. 


This  was  last  done  in  1981  when  the  City  increased  inspectional  service  and  building  fees  to 
help  offset  the  loss  of  property  tax  revenue  caused  by  Proposition  2 1/2,  As  a result,  in 
1982,  revenue  generated  from  licenses  and  permits  increased  by  $2.3  million  or  47Z  and 
building  fees  increased  by  almost  $2  million,  or  55%,  Also,  the  aggressive  enforcement  of 
city  parking  regulations  resulted  in  receipts  increasing  from  $2.9  million  in  fiscal  1981,  to 
$17.2  million  the  following  year. 

StatODEnt  of  Actual  General  Fund  Bewenues,  (in  (Xn'a) 

X n 1984 


Fiscal  1981 

Fiscal  1982 

Fiscal  1983 

Fiscal  1984 

of  Total 

Property  Taxes 

$494,293 

$416,664 

$354,382 

$313,179 

34.12 

Departmental  Revenue 

128,982 

157,818 

181,144 

202,237 

22.QZ 

Health  and  Hospitals 

80,200 

93,673 

98,227 

112,717 

1232 

Liceoses  gnrf  Fexmits 

4,884 

7,164 

10,299 

10,433 

1.12 

Building/Fublic  Uoilcs 

3,593 

5,560 

5,829 

6,m 

0.72 

In  Lieu  of  Tax  Payments 

11,446 

11,050 

D,866 

14,155 

1.53; 

Interest  oo  Investments 

12,212 

7,835 

5,182 

13,397 

1.52 

Parking  Fines 

2,970 

17,192 

25,134 

23,323 

2.53; 

Parking  Meter  Fees 

2,000 

719 

0 

3,560 

0.42 

Other  City 

7,718 

11,668 

18,116 

D,750 

1.52 

County 

3,310 

2,295 

3,617 

4,169 

0.5S 

Schools 

649 

662 

874 

602 

0.12 

State  Revenues 

201,256 

227,187 

280,305 

300,451 

32.72 

Federal  Reveme  Sharing 

21,854 

20,709 

18,900 

18,525 

2.GK 

Motor  Vdiicle  ^ise 

11,190 

6,760 

7,463 

8,560 

0.92 

Other  Revemes 

253 

5,429 

20,817 

75,221 

8.22 

Total 

$857,828 

$834,567 

$863,011 

$918,173 

100.02 

Source:  City  of  Boston  Annial  Auditor's  Reports,  fiscal  years  1981-1982, 
Preliminary  reports  for  fiscal  years  1983  and  1984,  subject  to  adjustment. 


There  are  approximately  312  fees  and  charges  imposed  by  32  city  departments  that  generate 
revenues  for  the  City.  Last  year's  departmental  receipts  totaled  $202.2  million.  The  Flynn 
Administration  has  undertaken  a comprehensive  analysis  of  all  fees  and  charges  and  is 
developing  recommendations  that  it  estimates  could  generate  between  $3,2  and 
$6,0  million  in  new  revenue.  Suggestions  for  improving  the  monitoring  and  enforcement  of 
departmental  fees  and  charges  are  also  being  developed. 

The  full  extent  to  which  the  City  can  increase  fees  and  charges  is  unclear.  When 
Proposition  21/2  was  enacted  in  1980,  it  contained  language  prohibiting  cities  and  towns  from 
establishing  fees  and  charges  that  would  generate  receipts  in  excess  of  the  costs  associated 
with  the  services  provided.  However,  an  amendment  to  Proposition  2 1/2  in  1981  removed  this 
restriction.  The  1984  Supreme  Judicial  Court  decision  that  struck  down  Boston's  fire  service 
charge  made  a distinction  between  a fee  charged  to  cover  the  cost  of  service  delivery  and  a 
fee  designed  to  generate  general  purpose  revenue,  the  latter  being  considered  more  like  a tax 
and  therefore  prohibited  from  being  levied  by  municipalities. 

Other  Local  Revenues 


Four  non-departmental  revenue  sources  are  potentially  available  to  help  alleviate  the 
City's  shortfall  problem  this  year.  Three  (Parking  Facilities  Fund,  Special  Parking  Meter 
Fund  and  the  Street  Cut  Deposit  Account)  are  balances  in  special  revenue  funds  that  might  be 
captured  this  year  but  are  essentially  one-time  revenues.  As  special  funds  these  monies  are 
not  available  for  general  fund  operations.  The  fourth  (Street  Cut  Fee)  is  a fee  change 
proposal  already  included  in  the  City's  financial  plan.  Each  comes  with  its  own  set  of 
problems  that  need  to  be  addressed  before  any  formal  action  is  taken.  The  Parking  Facilities 
Fund,  with  a current  balance  of  $4.7  million,  receives  most  of  its  revenue  from  20%  of  the 
annual  rents  paid  to  the  City  from  the  operators  of  city-owned  parking  facilities.  Monies  from 
this  fund  are  spent  by  the  Real  Property  Board  without  appropriation  for  specific 
parking-related  projects. 

The  present  street  opening  fees  and  deposits  paid  by  utility  companies  altering  streets  in 
the  course  of  routine  maintenance  and  emergency  repairs  are  being  studied  by  the  City.  A new 
fee  structure  is  being  developed  to  ensure  full  recovery  of  costs  related  to  permanent  repairs 
on  utility-related  street  cuts.  Three  million  dollars  from  this  fee  is  included  in  the  City's 
revenue  estimates  for  this  year.  Before  a street  can  be  cut  a utility  must  make  a deposit 
which  is  used  by  the  City  to  permanently  repair  the  utility's  temporary  patch.  The  City 
believes  that  about  $4  million  of  the  deposits  may  be  brought  into  the  general  fund  for 


operations  since  the  permanent  repair  work  has  been  completed.  This  year  the  City 
appropriated  $4  million  from  parking  meter  receipts  expected  to  be  collected  in  fiscal  1985. 

In  addition,  a balance  of  $3.1  million  is  in  the  special  revenue  account  for  parking  receipts 
which  could  be  appropriated  this  year. 

Boston  Revenues  Compared 

Increasing  Boston's  own-source  revenues  is  a positive  step  that  must  be  taken  but  is  not 
sufficient  to  solve  the  City's  long-term  structural  problem.  Examining  how  other  cities 
support  their  operations  is  a useful  exercise  that  may  suggest  revenue  options  that  should  be 
considered  for  Boston.  The  wide  variety  of  revenues  utilized  by  large  cities  throughout  the 
country,  and  the  different  types  of  services  provided  by  city  governments  makes  comparisons  of 
revenue  sources  difficult.  However,  the  U.S.  Bureau  of  the  Census  in  its  annual  City 
Government  Finances  report  does  assign  the  many  local  revenue  sources  to  standardized  general 
categories  that  allow  for  reasonable  comparisons.  The  Bureau  examined  20  comparable  cities 
utilizing  the  1981-1982  edition,  the  most  recent  issue  published.  Local  taxes  levied  by  other 
cities  may  not  be  beneficial  to  the  Boston  economy.  The  Bureau  makes  no  recommendations  here 
but  will  examine  the  various  options  in  a future  Special  Report . 

The  most  striking  fact  that  emerges  from  a comparison  of  Boston's  local  revenues  with 
those  of  comparable  cities  is  that  Boston  is  the  only  city  to  rely  on  the  property  tax  as  its 
only  local  tax  source.  Every  other  comparable  city  enjoys  some  other  form  of  local  taxation. 
Boston's  over-reliance  on  the  property  tax  was  demonstrated  by  the  fact  that  its  property  tax 
per  capita  was  $722  compared  with  the  20-city  average  of  $139.  The  property  tax  represented 
76.3%  of  Boston's  own-source  revenues  but  only  27.2%  for  the  20-city  average.  Further,  sales 
and  gross  receipts  taxes  represented  16.6%  of  own-source  revenues  but  nothing  for  Boston.  All 
20  cities  had  some  form  of  selective  sales  or  gross  receipts  tax,  nine  levied  a general  sales 
and  gross  receipts  tax,  and  six  levied  a local  income  tax.  Boston's  utilization  of  city 
departmental  fees  and  charges  is  slightly  below  the  20-city  average.  Fees  and  charges 
represented  $210  per  capita  in  Boston  compared  with  $217  for  the  20-city  average.  As  a 
percent  of  total  local  own-source  revenues,  fees  and  charges  represented  42.5%  for  the  20-city 
average  but  only  22.2%  for  Boston. 

Comparison  of  Own-Source  Revenues  of  Boston  and  Twenty  City  Average 

Per  Capita  % of  Own  Source  Revenue 


20-City  Avg. 

Boston 

20-City  Avg. 

Boston 

Taxes 

$294 

$736 

57.5% 

77.8% 

Property 

139 

722 

27.2% 

76.3% 

General  Sales  and  Gross  Receipts 

43 

0 

8.4% 

0.0% 

Selective  Sales  and  Gross  Receipts 

42 

0 

8.2% 

0.0% 

Income  Taxes 

38 

0 

7.4% 

0.0% 

Motor  Vehicle  Licenses 

2 

0 

0.4% 

0.0% 

Other 

30 

14 

5.9% 

1.5% 

Current  Fees  and  Charges 

217 

210 

42.5% 

22.2% 

Total 

$511 

$946 

100.0% 

100.0% 

Source:  City  Government  Finances  in  1981-1982,  U.S.  Bureau  of  the  Census 


In  an  effort  to  specifically  identify  local  tax  sources  available  to  other  cities,  the 
Bureau  reviewed  the  revenue  budgets,  annual  financial  reports  or  official  bond  statements  of 
the  20  surveyed  cities.  Nine  cities  or  45%  of  the  sample  have  a city  sales  tax  which  in 
fiscal  1983  ranged  from  $17  million  or  8%  of  own-source  revenue  in  Kansas  City  to  $110  million 
or  43%  in  Denver.  St.  Louis  levies  a sales  tax  of  1%.  San  Francisco  uses  its  1.5%  sales  tax 
to  finance  its  transit  system.  Some  form  of  occupational,  payroll  or  employer  tax  is  levied 
in  six  cities.  Pittsburgh,  for  example,  levies  a $10 ^annual  tax  upon  each  individual 
principally  employed  within  the  City.  The  city  earnings  tax  in  St.  Louis  is  levied  at  the 
rate  of  1/2%  of  gross  income  of  individuals  and  net  profits  of  businesses  within  the  City.  A 
city  hotel-motel  tax  is  levied  in  San  Francisco,  Denver,  Atlanta  and  Minneapolis.  An 
admission  or  amusement  tax  is  utilized  by  Pittsburgh,  Cleveland  and  Seattle.  Pittsburgh 
levies  an  amusement  tax  at  the  rate  of  10%  of  the  admission  paid  by  patrons  of  all  forms  of 


amusements.  The  cities  of  Atlanta  and  Cleveland  raise  funds  through  an  exhibition  tax,  A 
parking  excise  tax  is  levied  by  San  Francisco,  Newark  and  Pittsburgh,  the  latter  collecting 
25%  of  the  consideration  paid  for  each  parking  transaction.  Finally,  three  cities  charge  a 
by-the-drink  liquor  tax. 

Conclusion  and  Recommendations 

To  gain  control  of  the  City's  fiscal  situation,  the  Flynn  Administration  should  inq>lement 
the  four-step  financial  plan  discussed  in  this  report.  Specific  recommendations  regarding 
cost  containment  and  increasing  own-source  revenues  are  made  below.  An  evaluation  of  cost 
assumption  measures  and  alternative  local  tax  sources  will  be  made  in  a future  Special  Report . 

1.  The  fiscal  1985  appropriation  for  city  departments  and  services  represents  an  attempt  to 
control  costs  by  limiting  the  increase  of  the  legal  authorization  to  spend.  Nevertheless,  to 
help  bridge  the  gap  between  revenues  and  expenditures,  the  Mayor  must  further  cut  this  year's 
appropriation  level  by  $10  million.  The  Mayor  should  formalize  the  5%  cut  requested  of  the  48 
departments  by  rescinding  each  department's  appropriation  by  that  amount.  The  appropriations 
for  those  line  departments  originally  excluded  from  the  5%  cut  should  be  rescinded  by  between 
1%  and  3%.  These  cuts  will  mean  nothing  unless  the  Mayor  is  committed  to  keeping  spending 
within  appropriations.  The  City  must  negotiate  with  its  employee  unions  to  forego  salary 
increases  this  year  and  to  seek  management  flexibility  to  allow  for  more  productive  service 
delivery. 

2.  The  Flynn  Administration  will  soon  present  its  recommendations  for  increasing  departmental 
fees  and  charges.  Boston's  reliance  on  this  revenue  source  is  below  the  20-city  average.  The 
City  Council,  Licensing  Board  and  Legislature  should  promptly  act  on  those  changes  requiring 
their  consideration.  Equally  important  is  the  need  for  the  Administration  to  improve  the 
monitoring  and  enforcement  of  fee  collections.  Fully  implemented,  these  changes  would 
increase  departmental  receipts  by  $3  to  $6  million  annually.  While  clearly  not  enough  to 
solve  the  City's  shortfall  problem,  raising  this  revenue,  combined  with  an  appropriation  cut 
of  $10  million,  would  demonstrate  Boston's  commitment  to  pursuing  self-help  measures  before 
seeking  outside  support, 

3.  Balances  in  the  Parking  Facilities  Fund,  the  Street  Cut  Deposit  Account  and  the  Special 
Parking  Meter  Fund  are  one-time  funds  which,  if  applied  to  the  general  fund,  should  be  used 
for  one-time  expenses  that  have  long-term  benefits.  They  should  not  be  used  for  recurring 
operational  costs.  The  Parking  Facilities  Fund  and  Special  Parking  Meter  Fund  balances  should 
be  used  for  traffic  and  parking-related  purposes.  Plans  regarding  the  street  cut  fee 
structure  and  the  deposits  seem  reasonable  and  should  be  pursued. 


Samuel  R.  Tyler 
Executive  Director 
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